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DISCUSSION OUTLINES

FEDERAL PAPERWORK BURDEN
Discussion Outline
Presented by Gerald A. Polansky, CPA

Chairman, Committee on Relations with the GAO

WHITE HOUSE CONFERENCE
July 2, 1975
I. Introduction
A. The paperwork burden is a matter of grave concern to CPAs.
Their experience and background are pertinent to the search
for ways to reduce excessive federal requests for information.
B. CPAs understand the management systems of companies and
of state/local governments. They are in a position to evaluate
the degree to which federal information requests are com
patible with the existing information-gathering activities of
our clients.

C. CPAs work with the federal forms to which clients are asked
to respond. They have direct, daily experience at the “receiv
ing end’’ of the federal data-gathering process.
D.

CPAs must be alert to noncompliance penalties that may in
fluence their clients’ financial position.

E.

CPAs are concerned over the sacrifices in productivity attrib
utable to excessive federal paperwork
1. Clients’ productivity: As business advisors CPAs are con
cerned when their clients' resources that could be de
voted to achieving the goals of the enterprise are invested
instead in responding to unnecessary information re
quests

2. Our productivity: CPAs would rather apply their profes
sional expertise to substantive financial management
matters than to the non-productive activity of completing
unnecessary federal forms.
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II. Impact of the paperwork burden

A.

Reliable information about federal forms is difficult to find,
which in itself indicates a problem
1. Total number of federal forms is estimated at 6,000
(1974)

2. Total government and business costs relating to federal
forms is estimated at $36 billion (1974)

B.

3.

Federal forms monitored by 0MB absorb an estimated
130 million person-hours of effort per year

4.

Between December 1967 and June 1974, the annual
person-hours spent on reports monitored by OMB rose
33%. The reporting burden decreased 9% in December
1974 due to the expiration of the Economic Stabilization
Program, but rose 6% in March 1975 due to the Pension
Reform Act.

Harmful effects of too many forms

1.

Interferes with productivity

a.

Effort devoted to unnecessary forms could be spent
on productive activities

b.

Paperwork burden promotes accretion of white-collar
workforce that drags down productivity, especially in
times of economic hardship

2. Contributes to rising costs and taxes

3. Gives government a poor image
a. Those who must respond to needless forms develop
the impression that the federal government is hostile,
suspicious, snoopy, too powerful, and inefficient.
C.

III.

Necessary vs. unnecessary forms
A.
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Burden of federal paperwork is often discussed in the context
of small business, yet in terms of overall economic impact
big business probably deserves the most attention.

Forms are not always bad. Some forms are necessary be
cause:

1. Government must be adequately informed to administer
programs and policy decisions intelligently

2.

Enforcement of laws depends upon data concerning com
pliance

3.

Business benefits from data collected and published by
federal agencies.

B. What are the characteristics of an “ideal" federal form? A
form calling for data that is:
1.

Related to a purpose legislated by Congress

2. Already available from records which management keeps
for its own use

3. Not also collected by another federal agency

4.

Limited to the absolute essentials

5. Clearly and simply designed.
IV. The paperwork control system

A. The federal government already has a system for screening
forms. Created by the Federal Reports Act of 1942, its com
ponents are:
1. Office of Management and Budget (OMB)
a. Clearinghouse for all Executive Branch agencies

b. Wields veto power over new forms

c.

Has Business Advisory Council on Federal Reports
that participates in reviewing business-oriented forms

2. General Accounting Office (GAO)

a. Clearinghouse for all independent regulatory agencies
b. Advisory power only; agency has final decision on
whether to implement the form
c. GAO was brought into the forms-review business only
recently by a rider on the 1972 Alaska pipeline bill.
B.

Some agencies are not subject to regulation by the existing
paperwork control system
1.

Department of the Treasury, including the Internal Rev
enue Service
9

2.

C.

Bank supervisory agencies, including Comptroller of the
Currency, Federal Reserve Board, Federal Home Loan
Bank Board.

Control system has limited jurisdiction over the paperwork
problem.
1. OMB and GAO have authority over 1/3 of the total bur
den on business (1/6 each)

D.

2.

IRS accounts for another 1/3

3.

State and local governments account for 1/3.

Federal Paperwork Commission

1.

Established by Congress at the end of 1974

2.

Purpose is to perform the first comprehensive review of
the federal paperwork problem since the inquiry that re
sulted in the passage of the original Federal Reports Act
in 1942

3.

Report is due two years after first meeting

4. Commission was recently appointed. Membership of 14
includes: two Senators, two Representatives, OMB
Director, Comptroller-General, one Executive Branch rep
resentative, two state/local government representatives,
five private-sector representatives
5.

Numerous studies have been done which focus on some
specific aspect of the paperwork problem. Since 1942 at
least a dozen studies have been undertaken by seven
bodies including Congressional committees, OMB, and
GAO.

V. Possible solutions
A. There are signs that the paperwork burden can be reduced

1. A 1969 OMB review of paperwork associated with federal
grants to state/local government resulted in the stand
ardization of all application and reporting forms (OMB
Circular A-102, now Federal Management Circular 74-7)
2. A 1970 OMB review undertaken in response to a Presi
dential directive resulted in the elimination of 7.8 million
person-hours from the effort required to complete federal
forms.
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B.

Improvements that can be made without legislation
1.

Increase OMB staff devoted to the paperwork control
function

2.

Intensify the review of applications for approval of forms
(both initial clearance and renewal)

3. Get OMB involved at an earlier stage of the process, be
fore a form has been designed and submitted for ap
proval

4.

Strengthen the paperwork control activities in each
agency

5. Audit the efficiency and effectiveness with which agencies
use the data they collect
6.

Increase OMB and GAO analysis of paperwork’s impact
on business, e.g., analyze burden by industry and by
size of company

7. Clarify classifications and definitions agencies use in de
veloping information requests, such as:
a.

SIC code

b. Cost
8. Thin out existing stock of federal forms:

a. Omit requests for nonessential, unused information
b.

Consolidate redundant forms and assign collection of
the common information to a single agency

c.

Simplify overly-complex forms

d.

Use sampling instead of 100% coverage

e.

Exempt small business below certain size

f.

Require less-frequent filings.

C. Improvements that would require legislation:
1.

Require Congressional committees to include a “paper
work impact statement” with any bill they report out

2.

Bring IRS and bank supervisory agencies under jurisdic
tion of OMB and GAO

3. Give GAO veto power over regulatory agencies’ forms
11

4.

Re-establish OMB as the sole paperwork control agency

5. Create a new agency to assume the paperwork control
function from OMB and GAO

6. Create a central data-gathering unit to act on behalf of
all federal agencies
7. Amend or repeal legislation that needlessly stimulates
federal reporting requirements, such as:
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a.

Data-gathering specifically required by law (is it
really needed? All of it?)

b.

Frequency of reports specified in law (does it really
need to be filed that often?)

c.

Sharing of certain information among agencies pro
hibited by law (do privacy concerns really outweigh
the need to minimize the reporting burden?).

REGULATORY REFORM
Discussion Outline
Presented by John F. Utley, CPA

Chairman, Committee on Regulated Industries
WHITE HOUSE CONFERENCE
July 2, 1975
I. Introduction

A. AICPA interface with regulatory agencies responsible for
major regulated industries
1.

Federal regulatory agencies

2.

State regulatory bodies.

II. Principal problems of existing Federal and State regulatory
agencies

A. Action on requests for rate relief
1. The pervasive problem is regulatory delays which gen
erate uncertainty in the minds of investors and frus
trate the acquisition of capital at reasonable cost

a.

Delays attributable to administrative law require
ments
• Procedures essential to avoid such delays and re
duce, to some extent, existing uncertainty

b.

Need for more informed decision-making —a skills
question at the Commission level when financial in
put is required.

c.

Delays attributable to staffing; inadequate both quan
titatively and qualitatively to expedite decision
making
• Need for expanded funding for Federal regulatory
agencies

• Need for Federal funding of State regulatory staffs

d.

Need for greater recognition of the crisis in cash flow
for regulated businesses and the necessity to depart
from traditional ratemaking procedures to deal with
the problem
• Inclusion of construction-work-in-progress in rate
base
• Adoption of Comprehensive Tax Normalization
• Adoption of automatic adjustment clauses

• Awards of higher rates of return on equity to
compensate for higher current financial risks of
regulated companies
• Use of forward looking or projected year as a basis
for setting rates.

B.

Need for more effective staff utilization by regulatory bodies

1.

Use of outside skills for compliance and surveillance
activities. Examples of current use:
a.

Federal Power Commission

b.

Rural Electrification Administration

2. Greater use of data processing techniques by regulatory
bodies to achieve efficiencies in staff utilization

a. Annual and periodic report modification to accom
modate such revisions
3.

Need for amendments to Uniform System of Accounts to
provide the base for such efficiencies.

C.

Need for basic changes in accounting practices to achieve
greater cash flow.

D.

Need to review filing requirements for rate increases in order
to avoid delays attendant to having to request additional
information.

III. Regulation Mechanism: should it be reformed?

A. AICPA position on whether regulation of basic industries
should be continued in its present form.
IV. Tax policy and regulated businesses
A.
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Need for basic changes in tax policy to alleviate serious cap
ital problems of utilities generally, and electric utilities par
ticularly.

TAX REFORM
Discussion Outline

Presented by William C. Penick, CPA

Chairman, Division of Federal Taxation

WHITE HOUSE CONFERENCE
July 2, 1975
I. Introduction

CPAs have strong interest in evolution of a viable tax system.
Their experiences with all segments of the taxpaying public pro
vide a unique vantage point from which to observe needs for
change in the system.
II. Impact of tax system on capital needs

A.

Many studies indicate tremendous capital needs over next
few years and likelihood of shortfall in available capital.
New York Stock Exchange estimates shortage of $600 billion
over next ten years.

B.

Capital comes from two basic sources, savings and retained
earnings.

C.

Incentives to encourage savings appear desirable. For exam
ple, a deduction might be permitted to a limited extent for
amounts invested in savings accounts.

D.

Double taxation of corporate earnings creates bias against
equity investments and channeling capital into business en
tities. Tax changes in this area are overdue.

E. Accelerated cost recovery systems, such as ADR deprecia
tion and investment credit, help preserve capital although
erosion from inflation is still a problem. Our cost recovery
systems still lag behind most other industrial nations. This
situation should be changed without delay.

F.

Capital gains rules should be changed to give greater recog
nition to erosion of capital caused by inflation and to help
preserve present pool of capital. Sliding scale of exclusions
of gain or basis adjustment seem steps in right direction.
See Appendix A for text of policy statement.
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G.

Present estate and gift tax system erodes total pool of cap
ital. If changes in system are made, total tax impact should
not be made greater but should be lessened if possible.

III. Effects of inflation on tax system
A.

Progressive rate structure and fixed dollar exemptions make
impact of taxes greater than originally intended.

B.

Depreciation of asset costs and present system for taxing
capital gains are based on historical cost and do not reflect
price level changes. Consideration should be given to re
flecting the impact of such changes in the tax system.

IV. Simplification of tax system

A.

Self-assessment system depends on public understanding
and confidence. High degree of complexity undermines pub
lic understanding.

B. Complexity is generally caused by special provisions enacted
to achieve equity or to accomplish particular objectives.
Elimination of many of them is probably unrealistic, with
out complete restructuring of system. An objective of future
tax reform should be to simplify law for great majority
of taxpayers (for example, by increasing standard deduc
tion) while recognizing that other taxpayers must obtain
professional assistance in handling complex tax affairs.
Simplification should be a major objective.

C.

Significant new “tax reform” proposals should be examined
in light of complexities they create, both in concept and in
administration.

V. Increased application of conformity of tax and financial reporting
is creating serious problems
A. Recent experiences with LIFO inventory changes illustrate
conflict between proper financial reporting, including SEC
requirements, and tax reporting. In this case, problem areas
stem from Internal Revenue Code itself, and best solution
seems amendment to tax law eliminating conformity require
ment.
B. Treasury and I.R.S. rules that condition allowance of tax
treatment on similar financial report treatment may lead
to unwarranted encroachment of tax law on development of
accounting principles. This does not appear in public
interest.
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VI. Tax administration

A.

Increased complexity of law and changing business problems
have placed tremendous burden on Internal Revenue Service
and Treasury personnel in drafting regulations and coping
with problems of tax interpretation and administration.

B.

Present manpower, particularly at National Office level, is
probably inadequate to handle problems on timely basis.
While not directly related to tax reform, we urge that ade
quate funds be provided to Internal Revenue Service to
obtain necessary manpower.

VIL Alternative sources of revenue
A.

Government must receive adequate revenues to finance nec
essary expenditures.

B.

Proportion of total revenues from income taxes may have
reached limit (currently nearly 70% of total revenues).
Employment taxes also continue to rise.

C.

If additional revenues are needed, consideration should be
given to other sources such as taxes on consumption (value
added tax or national sales tax).

17

HEALTH CARE REFORM
Discussion Outline
Presented by William Freitag, CPA

Chairman, Task Force on Health Care Reform
WHITE HOUSE CONFERENCE

July 2, 1975
I. Introduction
The Institute is particularly interested in health care legislation,
not only because its membership is composed of private citizens
who are significantly affected by such legislation, but also be
cause its members, in their professional capacities, serve health
care providers, purchasers, and federal and state agencies in
volved with health care.

II. Health care costs
A. Cost based reimbursement for health care was a major new
concept which gained impetus from the 1965 Medicare/
Medicaid legislation

1. A misconception of the meaning of not-for-profit has led
to severe problems when interpreted to mean that the
organizations did not require recovery of anything in ex
cess of out-of-pocket costs to survive, expand and meet
population growth and technological improvements

2. This has led to:
a.

Underfunding of federal programs requiring com
munity provided resources to offset the deficiencies

b.

Requiring invasion of capital contributions of the
community prior to permitting increases in charges
under the Economic Stabilization Program

c.

Forcing the move toward capital financing of hos
pitals though bonded indebtedness from a contri
buted public support basis resulting in increased
interest and other expenses. This, in turn, has led to
substantial increases in the costs of services.
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III. Causes of health care price increases

A. The major causes of the increase in health care costs have
been as follows:
1. Capital needs are being met through borrowing and in
terest costs have increased

2.

Historically, the health care industry has been low paid
and its catch-up has been substantially greater than that
of other industries

3.

Because of the apparent underestimation of the costs
of governmental programs, hospitals in particular have
been forced to increase their prices to self-pay patients
who are an ever declining percentage of the total patient
load

4.

Evidences of underreimbursement of program costs, par
ticularly in Medicare, can be found in the following items
which reveal governmental reaction to budgetary con
straints in cutting reimbursement to hospitals:

a.

Elimination of the 2% factor in lieu of other costs
from Medicare reimbursement

m.

Elimination of a proved 8½% nursing cost differ
ential for older patients who require an extraordinary
amount of care

c.

Imposition of artificial payment limits—90th percen
tile of hospital charges currently being reduced to the
80th percentile with questionable rationale

d. The severe financial dilemma of hospitals serving
ghetto areas resulting from under-funding of Medi
caid costs, while guaranteeing free care and free
choice of physician and hospital to the indigent
5. Other factors are the costs associated with technological
improvements, inflation and unionization.

IV. Other problems
A. The hospital sector has been placed in an adversary
position to the governmental regulatory agencies. This is
unprecedented for this industry and it has taken ten years
for it to organize itself to make its needs known. This is
currently happening through the American Hospital Associ
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ation, the Catholic Hospital Association, the Federation of
American Hospitals (investor-owned), the Hospital Financial
Management Association and other major groups.
B. The complex regulations under federal and other programs
requires an inordinate amount of clerical work at substantial
cost to the system. A recent example may be found in
Validation Surveys.

C. The cost of living index, which is based upon hospital
charges, as compared to costs, shows such charges rising
at substantially higher rates than other aspects of the index.
Because of the inadequacy of the various formulae to meet
the financial needs of these institutions, and because the for
mulae will pay only the lower of costs or charges, they have
been forced to charge higher rates to self-pay patients, which
represent a declining proportion of their market. At present,
such charges are collected for less than 15% of the patients
served. Approximately 85% of the services are reim
bursed on a cost basis, with allowances for the difference be
tween charges and cost to Medicare/Medicaid and other third
party payors.
D.

Health care is a labor intensive industry. Seventy percent of
the costs of hospitals are in personal services and, historic
ally, personnel were low paid. For these reasons, the follow
ing should be noted:
1.

Minimum wage increases and increases in Social Secu
rity contribution percentages and bases, mandated by
law, have an extraordinarily high impact on the costs of
health care organizations

2. The Employment Retirement Income Security Act of 1974
will have the same kind of impact for the same reason

3. The extension of Taft-Hartley coverage to not-for-profit
hospitals in August of 1974 is resulting in increased
unionization with high wage costs.
V. AICPA recommendations

A. While neither supporting nor opposing national health insur
ance, the AICPA is concerned with the concept and philos
ophy of any federal program and its proper implementation
and efficient operation. For this reason, a task force on na
tional health insurance was formed.
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B. The task force has developed a position paper, copy of which
is contained in Appendix B. Following are the major points:

1. The program must be financially workable and provide
continuation and enhancement of high quality health care

2. The present multiplicity of programs for the indigent, el
derly, children and disabled fosters high administrative
costs and should give way to a single coordinated pro
gram

3. Any national health program should be as specific as
practicable and the intent of Congress should be clearly
delineated. In addition, adequate lead time should be
provided for the effective date of the law and any changes
in rules and regulations
4.

Funds for patient care should be maximized and those
for program administration should be minimized

5.

Beneficiary eligibility and coverage should be simplified
and presumption of eligibility for all people should be
considered

6.

Claims processing should be simplified

7.

Determination of deductible and coinsurance, if included
in the program, should be simplified and payments
should be guaranteed to providers of service.

8.

Provider reimbursement audits should be limited to an
exception basis and concomitantly severe criminal and
civil penalties for abuse of the program should be insti
tuted

9. The total financial requirements of providers of service
must be considered and met under the program
10. All purchasers of services from a provider should pay
the same amount for similar services

11. Appeals mechanisms should be provided, beginning with
an informal basis, advancing to a formal knowledgeable
appellate body, independent of the regulatory and pay
ment mechanisms, with ultimate access to judicial review
explicitly provided

12.
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Retrospective rate determination should be continued
until prospective systems are thoroughly developed and
tested.

13. Techniques which utilize comparisons for determining
rates should be applied judiciously. Also, any rate
review body should be required to operate under dead
lines, so as to permit providers to more effectively
and efficiently operate their institutions.

VI. Other Considerations
The health care industry in the United States is unique in that
volunteerism in the form of donation of services, and operational
and capital financial contributions has formed the basis for a multi
billion dollar industry delivering health care to millions. Actions
inhibiting volunteerism ultimately increase costs and detract from
the quality associated with the pride of the volunteers toward their
institutions.
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INVESTOR PROTECTION
Discussion Outline
Presented by Kenneth P. Johnson, CPA
Chairman, Auditing Standards Division

WHITE HOUSE CONFERENCE
July 2, 1975
I. introduction

A. Auditing to express a professional opinion on financial state
ments is one of the principal activities of CPAs. Audited an
nual financial statements and the related quarterly financial
statements represent the information base of our capital mar
kets. The independent CPA as an auditor has a key role in
protecting the interests of investors.
B. This role of the independent CPA has been recognized since
the early days of securities regulations in the United States.
The Securities Acts of 1933 and 1934 require audits by in
dependent public accountants of the annual financial state
ments of companies registered with the SEC.
C. Auditing standards are established by the American Institute
of CPAs and relate to training, proficiency, independence and
the conduct of the auditor’s work. A uniform CPA examina
tion is prepared by the AICPA and used by all State Boards
of Accountancy. Also, an active program of continuing educa
tion of CPAs is offered by most accounting firms, the AICPA
and related professional associations established in the
various states. A code of professional ethics established by
the AICPA requires, among other things, that the CPA have
no financial interest or management involvement with clients.
This prohibition extends to the CPA's family as well.

II. Involvement of CPAs in financial reporting is extensive
A. Changes in financial information requirements have an im
pact on the services that the CPA may offer. For example,
new areas of involvement are:
1.

Forecasting—The SEC has proposed permitting forecasts
in certain cases. These proposals also will permit a third
25

party, such as a CPA, to be associated with the forecast.
In other cases existing requirements call for CPA involve
ment in forecasts prepared for governmental agencies.
The Auditing Standards Executive Committee is working
on guides for auditors who review and report on fore
casts.

2.

Interim reporting—The SEC has made certain proposals
for auditor involvement with registrants’ interim financial
statements. The Auditing Standards Executive Committee
has issued for comment a proposal permitting auditors
to undertake a review, less than an audit, of a client’s
interim financial data for the use of directors.

3.

Price level financial statements—The Financial Account
ing Standards Board has outstanding a proposal calling
for reporting of financial statements in units of general
purchasing power. This information, which is supple
mental to the historical cost statements, may affect the
auditor’s examination and report. The Auditing Standards
Executive Committee is considering the establishment of
guides to deal with this situation.

III. Auditor’s responsibilities
A. An audit of annual financial statements consists of applying
auditing procedures on a sampling basis to the client’s rec
ords and related information in accordance with generally
accepted auditing standards. In doing so the auditor obtains
evidential matter to enable him to make an informed judg
ment as to whether the client’s financial statements are
fairly presented in conformity with generally accepted ac
counting principles. The auditor’s ordinary examination, be
cause of its nature, has inherent limitations; an auditor’s
opinion cannot be taken as a guarantee of the financial state
ments. While these limitations are generally understood by
clients' managements, regulatory agencies and other sophis
ticates in the financial community, they are not generally
understood by all of the investing public.

B. Partly as a result of misunderstandings of the limitations of
an ordinary audit, auditors are increasingly involved in litiga
tion arising from services they provide. There are at present
no statutory limits on the auditor's liability, and insurance
against this risk is a substantial cost that must be borne by
client companies and ultimately by consumers.

26

1.

Fundamental, conceptual and practical questions about
the responsibility of auditors for detection of fraud have
been raised as a result of litigation arising from services
provided by CPAs.

C. There have been cases of substandard performance by audi
tors and the penalties have been substantial. Independent ac
countants are willing to assume the burden of penalties of
bad auditing, but are troubled by the high costs of de
fending against litigation of actions that do not involve
a failure to comply with professional standards.
IV. Action by the accounting profession to meet its responsibilities

A. The profession’s standard-setting body, the Auditing Stand
ards Executive Committee, has recently been very active in
the establishment and refinement of existing auditing stand
ards.

1. Auditing standards should continue to be set in the pri
vate sector and efforts by government agencies to assume
such responsibility should be resisted.
B. The AICPA has appointed an independent study group—the
Commission on Auditors’ Responsibilities —whose purpose is
to determine if a gap exists between what the public expects
of auditors and what auditors can hope to accomplish. The
Commission, which includes a majority of individuals who
are not practicing CPAs, is expected to make its recommenda
tions by June 1976.
C.

In addition to educational and disciplinary activities related
to the maintenance of standards in the conduct of engage
ments, the AICPA is developing a program of peer review
of auditing practice.

D. The AICPA believes that reasonable limits must be estab
lished for the liability of independent CPAs that arises from
providing auditing services. This is because of:

1. The expense of defending actions is increasing and
raising the cost of the services provided without com
mensurate benefits.

2. The possibility that auditors may experience difficulties
in securing insurance coverage may hurt their ability to
provide service.
27

3. The open endedness of the liabilities tend to make
auditors reluctant to offer their services, thus poten
tially restricting the benefit of their service to investors.
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APPENDICES

APPENDIX A

STATEMENT ON
TAXATION OF CAPITAL GAINS

Summary of Recommendations
The American Institute of Certified Public Accountants supports
tax legislation directed at continuing the present pattern of taxing
capital gains, but suggests the following:
• Narrow the statutory definition of capital assets.

• Extend the holding period requirement from more than 6
months to more than 12 months.
• Provide a sliding scale of exclusions for longer holding
periods.
• Extend the concept of recapture of expenditures charged
against ordinary income.
• Extend the capital loss carryback provisions to individual tax
payers.
• Increase the $1,000 limitation on deductibility of net capital
losses against ordinary income.
• Continue the present policy of not imposing capital gains
tax on unrealized appreciation of assets at death.

The Institute's division of federal taxation is motivated to adopt
these positions by the present high rates of tax, particularly on in
dividuals, our economy's great need for new investment capital, the
increasing impact of inflation, and the tax burdens that may result
from the “bunching” of income when substantial sales of assets
occur.

General Considerations
The Importance of incentives for Capital Investment

The needs of our economy for capital investment during the next
few years cannot be overemphasized. Economists and business sur
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veys have estimated a capital spending requirement of at least $100
billion per year for the foreseeable future. In addition, expenditures
for conservation and environmental programs will require many bil
lions of dollars. Development of energy resources is critical. If the
challenges of greatly increased foreign competition are to be met
(both at home and abroad) and if domestic problems are to be solved
(social, environmental, and economic), a tax structure must be devel
oped that will encourage taxpayers to accumulate and invest capital.
To create or develop investment capital in the hands of individual
citizens, funds must come from savings or from the conversion of
other forms of capital. In one sense, all new capital must come from
savings. For the most part, savings are derived from income sources
that have been subjected to at least one level of taxation. In addition,
transfers of capital from one generation to another are usually sub
ject to estate and inheritance taxes, which act to decrease the total
pool of capital available for investment. It is difficult to determine
accurately the “shortfall” of capital formation under present tax
rules and economic conditions, but economists have estimated it at
between 5 and 15 billion dollars annually.
The need to generate and accumulate capital is demonstrated by
Fortune magazine’s surveys of our 500 largest industrial corpora
tions. These surveys show that the average amount of assets per
employee has risen from approximately $16,000 in 1957 to over
$33,000 in 1972; total assets of these companies increased during
this period from roughly $150 billion to over $485 billion. These
amounts represent published financial statement data and are based
on cost figures. As a result of inflation, replacement of this $485
billion of assets today would probably require at least an additional
$200 billion of capital. In spite of this increase in capital invest
ment, U.S. industry presently has the highest percentage of obsolete
industrial facilities of any leading industrial nation, and our facilities
are being replaced at a slower rate than those of other leading
industrial countries.

One of the most significant factors in the growth of our economy
has been the development of effective capital markets. The operation
of the various stock exchanges and the broad base of corporate share
holders facilitate raising capital for new ventures and provide ready
marketability for older issues. If the present tax treatment of capital
gains were eliminated, it could jeopardize these markets and cast
serious doubt on our future economic growth.
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The Impact of Inflation
The Institute believes that the impact of inflation on our tax sys
tem is of critical importance, and has commenced a broad study of
the subject. It is important to emphasize that where assets held for
long periods of time are sold, the accumulated effects of inflation are
particularly acute.
The United States Department of Labor Consumer and Wholesale
Price Indexes, using 1967 as the base year, indicate the following
changes.

Year

Consumer
Price Index

Wholesale
Price Index

1957
1962
1967
1972

84.3
90.6
100.0
125.3

93.3
94.8
100.0
119.1

Data released in 1974 indicates a rise of about 8½ percent for 1973.
The consumer price index has risen over 50 percent in the last 15
years, and over 30 percent in the last 5 years.

Applying this to investments in capital assets, if a person paid
$100,000 for a corporate security in 1957 and sold it today for
$160,000, he would be approximately even in terms of real value
or purchasing power. Under our present capital gains tax structure,
however, he could incur a tax of more than $15,000 on the sale.
Thus, he would be in a worse position economically today, after
making the sale at a “profit," than he was 15 years ago. In a very
real sense, taxation of the $60,000 of appreciation in this example
represents a tax on capital and not a tax on income or real gain.
The combined effects of inflation and taxation have clearly eroded
the amount of capital gain available for additional investment and
serve to underscore the need to retain our present system of capital
gains taxation with some modification.

Policy Positions
After careful consideration of the impact of inflation, the need for
capital formation, and the retention of incentives for its investment,
it is the Institute’s view that continuation of the present rules for
taxing capital gains, subject to certain modifications, is desirable.
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Without question, much of the complexity of our present tax law
is created by special rules applicable to capital gains. If these rules
were completely abolished, considerable simplification could be
achieved. However, in our view, the price for this simplification, in
terms of its detrimental effect on capital formation, would be much
too high. Our capital needs are so great that continuation of the pres
ent system is essential even though it results in some complexity.

Narrow the Statutory Definition of Capital Assets

It is the Institute’s view that the present definition of capital assets
is too broad and, therefore, improperly permits special treatment for
some types of gains. The following definition is recommended.

Capital Assets Defined
1. The term “capital asset” means property that—
a.

Is a corporate security or other “investment asset”; and

b.

Is not held by the taxpayer primarily for sale to customers
in the ordinary course of his trade or business.

2. The term “investment asset” means property other than a cor
porate security that consists of—

a.

Real estate or tangible personal, property; or

b. An interest in a partnership, joint venture, or other similar
type of entity.
The foregoing more limited definition of a capital asset should
provide greater clarity, contribute to simplification, and continue to
provide an incentive for desirable capital accumulation and invest
ment.

In its development of an appropriate definition, the Institute con
sidered the concept proposed by Leonard Silverstein in Congres
sional hearings in 1959. Mr. Silverstein’s approach would limit cap
ital asset treatment to situations where the taxpayer owns 5 percent
or less of a corporation's stock or other type of business entity. The
purpose of the 5 percent limitation is to restrict individuals from
artificially building up the value of a company through failure to
provide adequate salaries, by transferring technology to corporations,
or by other means of this type, so that the resulting gain on sale of
the business would be taxed as capital gain rather than as ordinary
income. The Institute does not consider this potential for tax avoid
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ance to be significant. To the contrary, it believes that a 5 percent
limitation such as Mr. Silverstein proposed would discriminate
against individual shareholders of small corporations. In particular,
an individual who started a company and built it up largely with his
own efforts might find himself in an adverse tax position as com
pared to an investor in a large, publicly held corporation. Such a lim
itation might create a very serious and unjustified “lock-in” effect for
the shareholder. Accordingly, the protection of closely held corporate
investment appears to be a more important concern than the possi
bility of tax avoidance, which can be policed by the Internal Revenue
Service.
Adoption of a definition along the lines suggested by the Institute
may require conforming amendments to other tax provisions where
the capital asset definition is relevant. One of the results of this
narrowed definition would be to treat gains on sales of intangible
assets, like goodwill, as ordinary income. This proposal is predicated
on the assumption that another of our recommendations for legisla
tive change—permitting the statutory amortization of intangible
asset cost—will be adopted. For a number of years, the Institute
has recommended that recognition be given in the tax law to the fact
that goodwill and other types of intangible assets do not have un
limited lives and that therefore their cost should be eligible for de
ductible amortization. This recommendation has been coupled with
the understanding that ordinary income recapture should apply if
an intangible asset that has been amortized is sold at a profit. If
statutory amortization of intangible assets is not permitted, we would
recommend broadening the foregoing capital asset definition to in
clude such assets.
The tax law now contains special provisions that extend capital
gain treatment to many items that would ordinarily not be considered
capital assets. The approach taken in the Mills-Ullman type of legis
lation introduced in the 92nd Congress, providing for a systematic
and periodic Congressional review of all special provisions in order
to determine the continuing justification for such special treatment,
is an appropriate way to deal with these items. Special provisions
should be evaluated on their merits, and more direct ways of provid
ing desirable incentives should be considered.

Extend the Holding Period Requirement
The present six-month holding period requirement for long-term
capital gains treatment creates opportunities for speculators to
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realize quick profits at lower tax rates. One of the principal reasons
for continuing present rules is the need for capital formation and
the assumption of long-term risk. Lower taxation of profits realized
in as little as six months does not seem compatible with that objec
tive. Accordingly, the Institute favors extension of the holding period
for long-term capital gain treatment to one year.

Provide a Sliding Scale of Exclusions
The Institute recommends the adoption of a sliding scale of exclu
sions, increasing with the holding period for capital assets, for two
reasons. First, this would recognize to some extent the impact of
inflation. If a smaller percentage of gain is taxed, based on a longer
holding period, this would tend to offset the loss in purchasing power
of the dollar. Second, by adopting a siding scale of exclusions, if the
scale is gradual enough, the lock-in effect would be reduced. The
investor could give greater weight to the value of the use of money
in deciding when to sell an asset.

For individual taxpayers, an exclusion scale starting at 50 percent
after one year and increasing by 5 percent each year thereafter, to a
maximum of 80 percent after seven years, might be appropriate.
Since the present method of taxing capital gains realized by corpora
tions is in essence a flat 30 percent rate, a graduated rate scale
for corporate gains consistent with that for individuals would be
equitable.
Under this proposed new structure, gains and losses from the
sales of capital assets would be calculated and classified by hold
ing period groupings. Net gains resulting after applying the appro
priate exclusion factors would be taxed to individuals as ordinary
income, and net losses would be deductible against other income. In
this regard, consideration should be given to the present Section
1231 rules governing the sales of certain property used in a trade or
business. These rules permit capital gain treatment for net gains
realized on such sales, and ordinary loss treatment for net losses.

Extend the Recapture Provisions
In conjunction with definitional restrictions, the Institute favors
extension of the concept of full taxation of the recapture of amounts
previously expensed. This is a useful tool in the attack on conver
sions of ordinary income to capital gains, and the concept should
be expanded to cover other deductions similar to depreciation as
presently provided for in the Internal Revenue Code.
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Extend the Capital Loss Carryback Provisions to Individuals
The present rule prohibiting capital loss carrybacks to individuals
is inequitable. If the exclusion rules discussed above are adopted, an
overall net loss from sales of capital assets in a particular year would
be applied first against other income of that year. If this creates a
net operating loss, it should be subject to the regular operating loss
carryback rules. Alternatively, if Congress believes this too great a
liberalization of the capital loss provisions, the net capital loss in a
particular year should be allowable as an offset against ordinary in
come to the extent of $5,000, as recommended below, and any ex
cess should be allowed as a capital loss carryback for individual tax
payers, as is now the case for corporations.

Increase the $1,000 Limitation on Deductibility of Net Capital Losses

In lieu of the ordinary loss treatment of net capital losses de
scribed in the preceding proposal, the Institute believes that the
$1,000 limitation on the deductibility of net capital losses from
ordinary income of individual taxpayers should be increased to
$5,000. The $1,000 amount was established in 1942, and in view
of the inflation that has been experienced since that time it seems
appropriate to grant an increase in relief to those taxpayers who en
joy no capital gains against which to apply their losses. Furthermore,
it is recommended that this treatment be extended to corporate
taxpayers.

Continue the Present Treatment of Appreciated Assets
Transferred at Death
The treatment of unrealized appreciation of assets passing through
a decedent’s estate is a controversial subject. Aside from continuing
the present statutory pattern (favored by the AICPA), which subjects
such appreciation to estate tax but not income tax, basically two
alternative concepts have been proposed by others. The first ap
proach would subject unrealized appreciation to income tax at some
specified rate at death; this would be either a tax in the decedent’s
final income tax return or an addition to the estate tax. The second
approach would carry over the decedent’s tax basis to the bene
ficiaries of the estate, but impose no additional tax at the time of
death. The Institute has considered these proposed changes, and
several disadvantages seem apparent.
The first concept (subjecting unrealized appreciation to an addi
tional tax at death) was rejected for the following reasons: (1) in no
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other instance does the event of death result in the realization of
income; (2) imposition of an additional tax based on unrealized ap
preciation would be regressive, since the benefit from such additional
tax in relation to estate taxes would be greater for high bracket
estates than for low; and (3) an additional complexity would be in
troduced into the estate tax area because of the need to determine
the basis of all assets, as well as their fair market values at date
of death.
With respect to the second proposal, the Institute concluded that
carryover of basis would also introduce unneeded complexities. The
basis of all assets flowing through an estate would have to be deter
mined, and the estate tax would then have to be allocated among
these assets to calculate the proper basis to the beneficiaries. Fur
thermore, since in many cases assets will have to be sold to generate
funds to pay estate taxes, a mushrooming tax effect would be created
because the sales of such assets would also generate additional
income taxes.
Under either of these proposals, the legal, accounting, and other
costs of determining the proper basis of assets would be substantial.
However, the most compelling argument against these proposed
changes is their impact on the pool of capital available in our
country. The present death tax system diminishes that pool, and in
creased taxes would only serve to aggravate the problem. The pres
ent system of subjecting the values of assets to estate tax has been
in effect for many years, and taxpayers and their representatives
have learned to live with it. It is the official Institute view that the eco
nomic impact and the complications that would be created if either
of the suggested changes were adopted outweigh, to a considerable
extent, any inequities in the present system. Accordingly, the Insti
tute supports no change in the treatment of appreciated assets at
death.

Conclusion
The subject of capital gains taxation has been and will continue
to be controversial. There are opposing forces and philosophies that
are difficult, if not impossible, to reconcile. The present capital gain
tax structure may be too lenient, and some changes therefore seem
appropriate. On the other hand, current economic conditions and
problems justify retention of preferential treatment for true capital
gains.
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In developing its policy position, the Institute has attempted to
balance conflicting forces and philosophies. It is convinced that the
proposed modifications will rectify certain inequities in our tax sys
tem and, at the same time, be responsive to the serious economic
problems facing our nation.
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APPENDIX B

STATEMENT ON
NATIONAL HEALTH INSURANCE
The AICPA is particularly interested in health care legislation,
not only because its membership is composed of private citizens
who are significantly affected by such legislation, but also because
its members, in their professional capacities, serve health-care
providers, purchasers, and federal and state agencies involved with
health care.
The Task Force on National Health Insurance was formed in
1974 to define and deliberate major issues pertaining to the national
health insurance concept. The Task Force is comprised of CPAs
whose individual professional experience reflects the broad experi
ence of the entire profession. The deliberations of the Task Force
were shared with other knowledgeable members of the profession
with this position paper resulting from their combined efforts.

Of special significance is the Institute’s professional involvement
with the Medicare, Medicaid, and other governmental programs
related to health care. During the critical early years of Medicare,
the Institute rendered substantial auditing services and consulting
assistance directly to federal agencies and fiscal intermediaries.
This assistance has continued to the present time and includes
innumerable hours contributed by members of the Institute who are
partners in their firms in providing free, direct advice and assistance
to federal governmental agencies through Institute task forces and
committees such as the Medicare Committee, and the Committee
on Health Care Institutions.
In addition, the Institute has published a Medicare Audit Guide
which assisted the implementation of the Medicare program and
subsequently issued the Hospital Audit Guide which helped in
standardizing hospital accounting and reporting practices. (Audit
guides published by the Institute are authoritative references which
contain the thoughts of the accounting profession as to what con
stitutes the best practices of accounting, auditing, and reporting
in a specific area. Any member of the Institute who departs from
recommendations set forth in a guide can be called upon to justify
such departure.
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During the recent period of the Economic Stabilization Program,
there was similar active involvement in working with health care pro
viders and also in directly assisting regulatory agencies.

Summary of Position
In this paper the Institute does not support or oppose national
health insurance or any single piece of related legislation. Rather, it
is concerned with the concept and philosophy of any federally spon
sored health care program and the implementation and efficient
operation thereof. Such a program, if enacted, should be workable,
financially sound, and improve the quality of health care in this
country.
The Institute’s purpose in presenting this paper is to provide
recommendations based on our experiences as certified public ac
countants. In our judgment, incorporation of our recommendations
in health care legislation would preclude repetition of prior prob
lems and assist Congress in considering the various financial and
administrative aspects of possible legislation. It is our hope that,
if enacted, legislation which follows our recommendations will pro
vide for the financial viability of our nation's health care delivery
system while achieving the overall intent of Congress.
The balance of this paper deals with specific recommendations
and comments on the following subjects:

• Program Administration
— Determination of eligibility and benefits
— Claims processing
— Deductibles and coinsurance
— Auditing
•
•
•
•

Financial Requirements
Appeals Mechanism
Reimbursement Mechanism
Clear Indication of Congressional Intent

Program Administration
In the event that Congress enacts a national health program,
a primary concern must be to maximize the dollars used for patient
care and to minimize those used for program administration. A
single, coordinated administrative approach, encompassing all of
the federal health care interests, should be developed. This single
structure should be as simple as possible; it should be clearly
42

understandable to the beneficiaries, the providers, and administra
tors of the program and should provide incentives to all parties
to minimize administrative costs.
Today the multiplicity of health care programs fosters confusion
and imposes heavy administrative burdens. Programs presently
deal separately with the indigent, the elderly, children, the dis
abled, and so forth. With this fragmentation of programs, the
beneficiaries, the taxpayers, the government, and the providers of
health care are all penalized.
Determination of Eligibility and Benefits

There should be a simple approach to the determination of
eligibility and benefits in any legislation enacted.
For example, eligibility could be presumed if a vast majority of
the population is covered under a unified system. If the program
is less far reaching, an identification or credit card approach could
be used specifying any limitations on benefits. Some sort of pre
sumption of eligibility would eliminate the costly benefit acknowl
edgment process, bringing significant savings to the government
and to the providers of services. This should result in security and
ease of mind to program beneficiaries. These provisions would far
outweigh the cost of any benefits that might be paid for individuals
who are not covered and from whom the funds cannot be recovered.

With regard to services covered, the law and implementing regu
lations should be written in a clear and simple fashion so that
the beneficiaries and the providers of services will be able to de
termine exactly what is covered and what is not without having to
study voluminous regulations.
One of the most difficult and costly functions of Medicare,
Medicaid, and other existing health insurance plans is the deter
mination of whether a particular individual is eligible for benefits
and whether the specific needs of the patients are covered.

Examples of undue complexities within the Medicare program
abound:
• A provider is required to receive a report of eligibility before
services can be billed—a process which is expensive and may
take several months.
• It takes almost two hundred pages of small print in the
“Commerce Clearing House Medicare and Medicaid Guide” to
explain the Medicare Part A benefits.
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• The program has been plagued with retroactive denials of
coverage, frequently occurring months after patients have been
discharged. Although many of these denials have been sub
sequently reversed through an appeal process, the entire situ
ation is expensive to providers, patients, and the government
and, more importantly, extremely disconcerting to the bene
ficiaries and their families.
Claims Processing
Claims processing is another costly administrative task of any
health insurance plan. With the hundreds of millions of claims that
could be filed under a national health insurance program, simpli
fication of the claims-processing function would significantly reduce
the administrative costs of the program.
First, the law should be written as simply as possible to avoid
such complexities as the Medicare Part A and Part B billing split.
Second, consideration should be given to eliminating a portion of
the claims-processing function altogether. A post-review process
could be utilized that would determine the validity of the claims on
a test basis with the degree of testing determined by experience
with individual providers. Thus, claims of providers whose records
indicate frequent errors could be monitored on a more compre
hensive basis until they resolve their problems; claims of providers
who seldom made errors could be reviewed on a less comprehensive
basis.

If a program providing for extremely broad eligibility and cov
erage under a unified system is enacted, further simplifications
are possible. For example, if 95 percent of the services rendered
by a hospital were covered by the program, the hospital’s claims
processing and billing and collection activities might even be
eliminated entirely, with payment being made to the hospital based
on 95 percent of its total costs. It should be recognized that billing
and collection costs in a hospital run several dollars a patient day.
The savings from such simplification would probably more than
offset the costs applicable to ineligible patients and noncovered
services.
Deductibles and Coinsurance
If a system of deductibles and coinsurance is incorporated in a
national health insurance program, the determination should be
kept as simple as possible to aid in claims processing and in the
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understanding by the beneficiaries. The payment of the coinsurance
and deductible amounts to providers should be guaranteed by the
program, as is presently the case under Medicare.
Auditing

Whether a national health insurance program utilizes prospective
determination of rates or retrospective rate determination, the re
view of a provider’s filings generally should be limited to comparing
reported information with reasonable guidelines. Compliance audits
should be performed only on a limited sampling basis and when
the provider’s reports reflect significant departures from these guide
lines. The Internal Revenue Service has used this approach over
the years to minimize the costs of their own audit effort, and it
appears that it would be similarly applicable to a national health
insurance program.
The compliance audit cost will be unnecessarily high if the present
approach used for the Medicare program is continued. Admittedly,
there have been "abuses" of the Medicare and Medicaid programs;
however, the costs of auditing to detect these abuses in recent
years may be found to be greater than the costs incurred by abuses
themselves.

To offset the possible failure of the limited control mechanisms
recommended above, the law should include severe criminal and
civil penalties as a deterrent to those who might abuse the program.
In addition, the law should require that the financial statements
of each provider be examined annually by a certified public account
ant in accordance with generally accepted auditing standards. The
objective of such an audit would be to enable the CPA to express
an opinion (for which he assumes professional responsibility) as to
whether the financial statements under examination present fairly
the financial position, results of operations, and changes in financial
position.
Generally accepted auditing standards are well recognized as
the standards that establish the responsibilities assumed by a CPA
and have frequently been cited by the courts, the Securities and
Exchange Commission, and other governmental agencies. It is
significant to note that CPAs are subject to disciplinary action if
it is determined that they have not adhered to such standards.
There are important benefits to be derived from independent
audits. The most significant would be the independent accountant's
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opinion on the provider’s financial statements. All interested indi
viduals or groups would benefit from this opinion, for without it
all they have to rely upon are the representations of management.

There are also valuable by-products of independent audits. As
a result of their training and experience with many enterprises,
CPAs are especially equipped to offer suggestions for improvements
in internal controls, operating methods, and accounting procedures.
Opportunities for improvement are frequently observed and brought
to management's attention by the CPA as a result of his audit.
These observations help to maintain high standards of administra
tion and operation.

Financial Requirements
Health care providers are like other business entities in that, if
they are to continue in existence, their total financial requirements
(needs) must be met. Recognition of this fact is crucial because the
fulfillment of the needs of health care providers is directly related
to their ability to meet the health care needs of their communities.
Any national health insurance program should include appropriate
mechanisms to insure the continued financial viability of our coun
try’s health care delivery system.

Total financial requirements can be grouped into four general
categories: (1) current operating needs, (2) property, equipment,
and other capital needs, (3) working capital needs, and (4) other
financial needs.

Current operating needs include such items as salaries and
supplies and the expense of certain educational and research
activities not completely funded by other sources. Bad debts and
charity allowances, to the extent that they might continue under a
national health insurance program should also be covered.
Property, equipment, and other capital needs involve (a) recovery
of original capital investment in terms of the current purchasing
power of the dollar, (b) funds for renovations and technological
changes, and (c) funds for needed extension of services and
facilities.

Working capital needs arise because of timing differences be
tween disbursements and receipts. After the initial working capital
is established, adjustments are required for inflation, changed
volume, and other factors.
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One of the more significant elements of other financial needs
is payment for use of capital—no matter how or by whom provided.
Another element is the expense of income and franchise taxes.
Some contingency factor also would be necessary under prospective
reimbursement to provide for unexpected events and budget varia
tions that are unavoidable in a prospective reimbursement mech
anism.

Costs are not synonymous with financial needs. Providers cannot
adequately meet their total financial requirements under current
reimbursement programs that are predominantly based on incurred
costs. An example of this under Medicare is the exclusion of the
ordinary and necessary costs of doing business, such as bad debts
and charity care; these costs must be borne by privately insured
or self-pay patients or by other sources. If revenues from such
patients or other sources are not found, providers may become
insolvent.
The concept of equity requires that all health care purchasers
using a given institution pay the same amount for similar services.
The current practice in the health care industry is inherently in
equitable because Medicare, Medicaid, and other major purchasers
of care pay under varying formulas and in varying amounts. Some
must pay for their own beneficiaries’ services and also meet the
financial needs not paid for by Medicare, Medicaid, and certain
others.

Appeals Mechanism
Procedures for appeal of decisions are essential in any regulated
system and health care should not be an exception. Legislation, if
enacted, should specifically provide for an appeals mechanism.
To provide equity and to reduce administrative cost, the mechanism
should include a regional conference approach with a minimum of
formality and legal requirements, as well as a national approach
with more formality and legal requirements.
The national appellate body should be composed of objective and
knowledgeable individuals and be independent of the basic regula
tory and payment authorities. In this respect it would be similar in
nature to the present Provider Reimbursement Review Board under
the Medicare program. Health care providers, however, should not
necessarily be subject to the same kind of limitations on access to
this national approach. Under Medicare, there must be at least
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$10,000 in controversy which may be excessive—particularly for
smaller hospitals and other providers.

Clear access to judicial review is also necessary and should be
explicitly provided for in any enabling legislation.

Reimbursement Mechanism
In theory, the prospective determination of rates should be in
corporated in any legislation as the mechanism for reimbursement
of providers. Under this system of reimbursement, purchasers of
services could determine their costs in advance and providers of
services could determine their revenues in advance. Providers would
be forced to plan carefully, administration would be simplified, and,
most importantly, incentives would be provided to help contain
costs or at least existing disincentives would be eliminated.
Prospective systems are still in the experimental stage, however,
and there are many problems involved in this approach. Congress
should recognize that the health care industry as a whole does not
yet have the degree of financial sophistication needed to make the
accurate projections required under prospective rate systems. The
industry is subject to many contingencies, and health care providers
cannot be expected to anticipate all of them in these dynamic
times.
Rate review bodies, which deal with the prospective determination
of rates do not exist to any meaningful extent. Further, the state of
the art is still in a developmental stage. Exemplifying the problems
in this area, Judge Kenneth C. Proctor, in a recent case against
the Health Services Cost Review Commission of the State of Mary
land, stated that the rate approval guidelines “published by the
Health Services Cost Review Commission are the largest chunk of
gobbledygook it has been my displeasure to read during 42 years
at the bar and on the bench.” He supported his conclusion with
examples from the guidelines such as, “Intensive care units and
psychiatric units will not be grouped. Their starting point is ob
tained by adding to the hospital’s average census the square root
of the census of the specialty unit mentioned above.”

Under prospective rate systems, new administrative problems
could be created at all levels. As an extreme example, if every pro
vider’s budget and every line item of every provider's budget re
quired review and approval, there would be an inordinate prolifera
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tion of administrative costs that might well absorb any savings
attributable to prospective rate determination.
If, in spite of the foregoing, a decision is made to adopt a
prospective determination of rates, then there is the need for a
provision requiring timely action. In order to permit the providers
of services to know well in advance what their reimbursement will
be, rate review bodies should be given deadlines for taking action.
Although retrospective rate determination has its drawbacks, con
sideration should be given to a continuation of this approach under
a national health program, at least on a temporary or optional
basis, until such time as prospective rate systems are developed
and thoroughly tested. If such action is taken, modification of the
present Medicare approach should be made to (1) recognize the
effects of inflation on the providers’ capital needs (including work
ing capital), (2) provide for sharing in the cost of charity care and
bad debts, and (3) include incentives to contain costs.
It is vitally important that Congress recognize that a rate review
body should not make decisions to change the rate of a particular
provider simply because the rate differs from that of other pro
viders in the so-called same class as the particular institution
under review. No matter how sophisticated the accounting and
budgeting techniques might be, justifiable comparisons—especially
of budget line items—often cannot be made. For example, there are
few, if any, providers in this country that have identical services,
staffing, wage scales, facilities, financing and so forth, and it is
impossible to have a classification system so refined as to eliminate
all differences between providers. Rate differences, rather, should
be used to initiate an examination of the reasons for such differ
ences and the decision as to the justification of such rates should
be made judiciously on a case by case basis by health care experts
taking all factors into consideration.

This situation is somewhat comparable to the existing problems
with Medicare's “reasonable cost limitations” under Public Law
92-603. In the regulations implementing this particular section of
the law, there is an indication that exceptions will be granted for
atypical situations. As a practical matter, there is no way of segre
gating what is atypical and, more importantly, no way to attach
dollars and cents to the variable factors involved.
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Clear Indication of Congressional Intent
In the past there have been numerous changes in Medicare
regulations, manuals and administrative determinations, apparently
because of budegtary determinations. The Institute believes that
most of these changes were detrimental to the financial viability
of the health care industry and, hence, to the continued access
to high quality care for the country’s population. The Institute
also believes that this situation was due in part to a less than
clear indication of Congressional intent.
Accordingly, should Congress enact a national health program,
we recommend the following:
(1) That the law be as specific as practicable and that the
related Committee Reports delineate clearly the intent of the
Congress;

(2) That the effective date of the law provide adequate time
for all health care providers, as well as government repre
sentatives, to analyze the requirements of the law and to
plan for its implementation;
(3) That the law provide that the Secretary may not establish
or change key concepts and definitions such as "reasonable
costs” without holding public hearings on his proposal; and
(4) That the law provide that all changes in rules and regulations
shall be prospective only.

The Institute believes that implementation of these recommenda
tions will ameliorate the kinds of problems which have been en
countered in the Medicare program.
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